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PRC: KEY ECONOMIC INDICATORS i/ 
(US$ Billion unless otherwise indicated) 


% Growth 
1978 2/ 1979 3/ 78/79 


INCOME, PRODUCTION, EMPLOYMENT 
Population, million 4/ 958.09 970.92 


National Income 188 216 
Per Capita Income (US$) 196 222 
Per Capita Rural Income 

(from collectives (US$) 45 53 
Per Capita Industrial Income 

(state sector (US$) 452 
Capital Investment 7/ 28. 32 
GVIO (1970 RMB) 8/ ‘ 459.1 
GVAO (1970 RMB) 8/ : 158.4 
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INDUSTRIAL. PRODUCTION 

rude Oi m on tons) ‘ 106.15 
Coal (million tons) 635 
Electric Power (billion KwH) : 282 
Steel {million tons) ‘ 34.48 
Chemical Fertilizer (million tons 

nutrient equivalent) ; 10.65 
Cotton Cloth (billion meters) : 12.15 
Chemical fibers (1000 tons) . 326.01 
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AGRICULTURAL PRODUCTION 

Grain (million tons) ‘ 332.115 
Cotton (million tons) 7 2.207 
Oilseeds (million tons) J 6.435 


TRADE 
Trade Balance . -2 67.0 
Exports 13.6 36.0 
US Share ;: 0.6 100.0 
Imports ‘ 15.6 a9. 
US Share é acer 113 
Share of Chinese Imports in % . 10.9 


1978 and 1979 statistics (in RMB) were supplied by the State 

ao Bureau, April 30, 1980 (Renmin Ribao, May l, 
80 

Exchange rate for 1978: US$1.00 = RMB 1.68 

Exchange rate for 1979: US$1.00 = RMB 1.56 

Excluding Taiwan 

Absolute figures in currént prices; growth in real terms 

Growth based on RMB figures 

Including both central budget-financed and locally funded 

GVIO = Gross Value of Industrial Output 

GVAO = Gross Value of Agricultural Output 





ECONOMIC TRENDS OF THE PEOPLE'S REPUBLIC OF CHINA 
SUMMARY 


After a period of far-reaching reexamination of former economic 
policy, China has now embarked on a new course designed to promote 
modernization and development. Readjustments in policy, which began 
in earnest in late 1978, are aimed at reallocating resources to 
long-neglected sectors of the economy and at giving more authority 
for planning and management to local levels; a structure of “market 
socialism" is emerging. While both industrial and agricultural 
growth slowed in 1979, as the readjustment got underway, foreign 
trade continued to increase at a rapid rate, led by oil exports and 
technology-intensive imports. The State Planning Commission's 
current policy of cutting the growth target for foreign trade and 
favoring selective imports of technology and equipment rather than 
whole plants has already shown results in limiting this year's 
anticipated trade deficit. To clear the way -for another period of 
rapid expansion in the 1980s, China's leaders will have to grapple 
with problems of bureaucratic inertia, low agricultural 
productivity, energy shortages, inadequate infrastructure, and 
increased foreign exchange requirements. 


The Unitea States and China are well on the way to establishing 
an extensive economic relationship; Most-Favored-Nation (MFN) status 
has been granted and agreements have been signed on civil aviation, 
Maritime affairs, and textile trade. Export-Import Bank (EXIM) 
credits and Overseas Private Investment Corporation (OPIC) insurance 
May soon be available for projects in China. There should be good 
potential for U.S. sales of raw agricultural products, heavy 
machinery, iron and steel products, mining and drilling equipment, 
fertilizers and chemicals, and power generation equipment. During 
the 1980's, China's imports of computers, electronics, and 
technology, aircraft and aviation equipment, as well as associated 
services could also increase. 


Chinese law permits foreign companies to form joint ventures 
with Chinese enterprises, but the lack of comprehensive contract and 
tax laws has inhibited foreign investment to date. This regulatory 
Structure is gradually taking shape. The Chinese are particularly 
interested in “compensatory trade" arrangements as a means of 
bringing in foreign technology without the entanglements inherent in 
partnerships with foreign firms. The Guangzhou Trade Fair has 
diminished in importance for U.S. importers familiar with Chinese 
products, and foreign firms are increasingly dealing directly with 
central government ministries, provincial, and municipal 
governments, and other end-users. 





BACKGROUND 


China is now emerging from an intense period of stocktaking -- a 
thorough examination of its economic and political structures and 
their ability to solve the massive economic problems the country 
faces. Although the basic requirements of governing, feeding, 
clothing, and housing a population of nearly 1 billion have been 
met, the economy has not expanded rapidly enought to increase both 
employment opportunities and individual incomes more than slightly. 


The Cultural Revolution is now widely believed to have been 
extremely damaging to economic development. One entire generation 
of educated youth was distracted by the political activism of the 
period, and sectors of the economy were neglected. Education, 
science, and technology suffered. Since the death of Mao Zedong in 
1976 and the return to power of Deng Xiaoping in 1977, the 
leadership has striven to define a new approach to economic growth 
and development. In 1978-79, China's leaders came to_ the 
realization that many of the goals of the 10-year plan set to run 
from 1976-1985 were far too ambitious. China began to study the 
economic systems of some East European countries, especially 
Yugoslavia, Romania, and Hungary for guidance in solving a host of 
problems, such as bureaucratic and economic inefficiency, 
misallocation of resources, excessively centralized planning, and 
lack of incentives to spur economic growth. New directions of 
economic policy in China are dramatically different from those 
followed in the recent past, and involve profound changes in the 
functions of existing institutions, new forms of economic 
Management, and a sudden increase in nearly every form of 
interchange with other nations. The rest of the world will watch 
with interest as the results of this effort unfold. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


1979 PERFORMANCE. Last year witnessed -the normalization of 
diplomatic relations with the United States, an unprecedented 
interest by China in joining various international organizations and 
in participating in the western economic community, and casting 
about for models to lead China out of its development malaise. In 
1978 China announced its desire to catch up with the industrialized 
countries and to take its place among the most advanced countries by 
the year 2000. The extremely ambitious program, stressing the four 
modernizations -- i.e., agriculture, industry, science and 
technology, and defense -- appeared unrealistic from the start. 
Targets have since been trimmed, and many of the less easily 
attainable specific goals, such as the wholesale mechanization of 
agriculture, have been abandoned. The 10-year plan for 1976-1985 
was formally scrapped in June 1979, and most of the 120 major 
projects, which had been considered key elements of the four 
modernization program, were shelved indefinitely. 





China's new policy of “readjustment” is a natural concomitant of 
adopting a new model for development. It is reinforced by limited 
prospects for growth in foreign exchange earnings, apparent 
reluctance to borrow heavily on international markets, domestic 
budgetary constraints, and a belated realization of the high cost of 
the modernization campaign. The readjustment period, now expected 
to extend through at least 1982, coincides with a period of somewhat 
slower growth in agriculture and heavy industry, though light 
industry continues to grow at a brisk rate. The second session of 
the Fifth National People's Congress (NPC) held in July 1979 
reaffirmed the policy of readjustment, and the third session of the 
NPC, which concluded on September 10, 1980, further defined reforms 
considered necessary in enterprise management, banking, taxation, 
and fiscal control. 


BALANCE OF PAYMENTS. China's two-way trade increased nearly 28 
percent (RMB base) in 1979, compared with a 30 percent increase in 
1978. Although the trade deficit nearly doubled, to US$2 billion, 
it was mostly offset by earnings of $1.8 billion from services and 
transfers. Net earnings from tourism amounted to US$446 million, 54 
percent above the 1978 level. The remainder consisted of 
remittances from overseas Chinese, returns on investments in Hong 
Kong, and net earnings from merchant shipping and other services. 
China posted only a modest overall current account deficit of US$200 
million, as compared to the small surplus of 1978. 


IMPORTS. Technology-intensive imports (including turn-key plants) 


nearly tripled in value last year, rising from 6.7 percent of total 
imports in 1978 to 14.7 percent in 1979. Purchases of agricultural 
inputs (fertilizer, pesticides, seed, etc.) were up 20.7 percent, 
while a 30 percent rise was reported for imports of grain, fats and 
oils, sugar, television sets, tape recorders, and other consumer 
goods. Imports of heavy industrial goods, such as rolled steel, 
non-ferrous metals, pig iron, and iron ore, fell below the 1978 
level, reflecting a shift in economic priorities away from heavy 
industry. 


EXPORTS. The value of heavy industrial products in total exports 
rose dramatically last year, from 25.5 percent to 31.9 percent, 
Owing to the steep increase in crude oil prices. Oil exports 
reached an estimated US$1.6 billion, nearly 12 percent of total 
exports. Light industrial products accounted for 45 percent of 
overseas sales and raw agricultural products for 23.1 percent. 


THE ECONOMIC SITUATION IN 1980. Growth is expected to be mixed in 
1980. The State Planning Commission has already cut the growth 
target for foreign trade to only 11.5 percent, or less than half the 
increase registered in 1979. The lower growth target reflects 
China's efforts to cut its trade imbalance by restraining imports. 
This policy is already showing initial success. First half 1980 
trade statistics indicated a surplus of US$130 million, compared 
with a US$1.46 billion deficit in the first half of 1979. During 
January - June 1980, China's imports rose only 8 percent (RMB base) 
over the same period in 1979, to US$8.43 billion, while exports 
surged 36 percent, to US$8.56 billion. Instead of costly purchases 
of whole plants, Beijing now favors selective imports of technology 
and equipment to increase the efficiency of existing facilities. 





(Exchange rates: January-June 1980, US$ 1.00 
January-June 1979, US$1.00 RMB 1.58). 


During the fist 6 months of this year, gross value of industrial 
output (GVIO) increased 13.6 percent over the same period in 1979, 
or at about the rate planned given the low based of 1979. GVIO in 
the first half totaled US$155 billion, 51 percent of the annual 
plan. Output increased 6 percent for heavy industry and 24.2 
percent for light industry. Industrial enterprises delivered a 
total profit of US$14 billion to the state, 49.3 percent of the 
annual plan and US$1.2 billion more than in the first 6 months of 
1979. The state plans to cut locally-funded investment in capital 
construction by 47.8 percent in 1980. During the first 4 months of 
this year, however, locally-financed investment increased 70 percent. 
over the same period of 1979. 


Following two record years in 1978 and 1979, it appears that 
agricultural production will grow little, if any, in 1980. Due to 
drought damage, summer crops were about 10 percent below 1979, and 
at best, total production for the year would equal that of 1979. 
Particularly hard hit this year are likely to be wheat, barley, and 
rapeseed. 


eRer Ese The Chinese leadership is focussing on several problem 
reas which will have to be addressed if growth and development are 
to suceed in the coming year. 


-- The Bureaucracy. Improvement of the responsiveness’ and 
initiative of the bureaucracy at all levels is necessary, but 
can probably be achieved only gradually. Frequent policy 
switches in the past and the prominence of politics in 
economic decision-making have fostered a wait and_ see 
attitude. 


Agriculture. This remains the economy's weak sector. As the 
sector employing the greatest number of people, agriculture 
Must generate the bulk of the investment funds needed to 
modernize the economy. Some new policies now being tried out 
on an experimental basis may lead to fundamental changes in 
the organization of rural activity. 


Energy. Power shortages have impeded industrial production 
and have held up construction of new plants in many of the 
traditional industrial centers. China will have to raise 
investment for hydro- and thermal power generating facilities 
in order to support new industrial growth. Since’ the 
beginning of the year, the leadership has made some 
significant changes in China's energy policy, especially the 
new emphasis on development of coal resources, and the 
attempt to hold down domestic oil consumption. Oil 
production, however, may not increase at all until the latter 
part of the decade. 





-- Infrastructure. The transportation and communication links 
between major Chinese cities are inadequate. In order to 
provide for the needs of an expanding economy, China will 
have to modernize existing transport facilities, as well as 
construct new railroads, highways, ports, and a modern 
telecommunications network. 


Exports. Rising domestic demand for raw materials and 
finished goods conflicts in some respects with the need to 
increase efforts to finance advanced technology imports from 
the West and Japan. Slow economic growth in the developed 
countries also compromises the growth in China's exports. 


Foreign Borrowing. China will have to borrow abroad in order 
to cover the current account deficits anticipated in the 
1980s. Although in 1979 an estimated US$30 billion in 
government-to-government credits was made available from 
various West European countries and Japan, very little has 
yet been committed. In the near term, China can be expected 
to seek concessionary credits from institutions such as the 
World Bank and national export-financing banks to help offset 
payments deficits and to finance the construction of basic 
infrastructure essential for further industrial growth. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


By September of 1980, the process of normalizing commercial and 
economic relations between the United States and the PRC was ~ 
well-advanced. A bilateral trade agreement, which took effect 
January 30, 1980, permitted China to be granted MFN status and also 
provided for reciprocal exhibitions and business facilitation. The 
U.S. Government has placed China in an export control category 
separate from that of other Communist countries and has approved 
certain "dual-use" exports on a case-by-case basis. The settlement 
of the private claims/assets issue in January 1980 paved the way for 
Eximbank credits and OPIC insurance to be offered for China-related 
projects. No fewer than three major economic agreements have 
recently been negotiated and _ signed: governing civil aviation, 
maritime affairs, and Chinese exports of textile products to the 
United States. 


Major U.S. exports to China in 1979 included (figures in US$ 
million): 


Cotton 357 
Corn 270 
Wheat 215 
Iron and Steel Products 155 
Coat Mining and Drilling Equipment 80 
Motor Vehicles and Parts 46 
Chemical Fertilizer 45 
Soybean Oil 35 
Yarns and Fabrics 34 
Chemicals 33 





BEST PROSPECTS 


The policy of readjustment has shifted export prospects for U.S. 
firms. The emphasis is no longer on whole plant imports, though 
some may continue, but rather on selective imports of machinery and 
equipment to raise the productivity and quality of output of 
existing factories. Agricultural commodities should enjoy 
substantial sales, and producer goods, such as computers, electronic 
equipment, and aircraft and aviation equipment, should see increased 
sales. The new 10-year plan expected to be approved in 1981, will 
set development priorities and provide some guidance to foreign 
companies. In any case, infrastructural development and power 
generation are necessary ingredients to modernization. There will 
be a growing market for foreign suppliers of heavy construction 
machinery and equipment to be used in the building of ports, dams, 
and transportation systems. There will also be a strong market for 
associated services - engineering, management systems, information 
systems, training, and_ planning. The new emphasis on_ the 
development of the country's’ coal resources presents’7~ sales 
opportunities, but reduction or investment in ferrous and 
non-ferrous metal mining will cut procurement in those areas. 


The Chinese joint venture law, passed by the National People's 
Congress in July 1979 permits foreign companies to form "joint 
venture corporations" with Chinese enterprises, usually for a 
10-year term. Response tO proposals put forward by foreign 
companies has been slow, however, and the Foreign Investment 


Commission had approved only six ventures by July 1980. Wholly 
foreign-owned enterprises will also be permitted to operate in 
China. The lack of a comprehensive system of corporate and contract 
law and the bureaucracy's inexperience with the complicated legal 
machinery of the West have complicated negotiations on joint venture 
proposals, but a regulatory structure is gradually taking shape. 


Due to the greater complexity of joint ventures, provinces and 
municipalities have tended to favor "compensatory trade" 
arrangements, in which foreign goods/technology are traded for 
Chinese products. The Chinese are especially interested in 
obtaining foreign technology and have shown some flexibility in 
approaching technology transfer agreements. 


The Third Session of the Fifth National People's Congress, which has 
just finished meeting in Beijing, has clarified government policy on 
some issues; namely, corporate tax rates and personal income tax 
provisions. Potential investors seeking a clearly defined 
regulatory framework for making business decisions can expect 
further developments in this direction, some possibly in the 
not-too-distant future. It is advisable at this time to include in 
project agreements and contracts any specific guarantees desired. 





GETTING INTO THE CHINA MARKET 


For exporters, selling in China has become more complex since a 
policy of decentralized decision-making has emerged. A whole range 
of new enterprises on the national, provincial, and municipal levels 
is engaged in various aspects of foreign trade, often rendering 
irrelevant previously followed procedures for establishing business 
contacts and obtaining action on business proposals. Another aspect 
of the decentralization policy has been the new "Special Economic 
Zones" which have been set up in Guangdong and Fujian Provinces (and 
May also be planned for other areas). Although their specific 
authorities and status are unclear, these may eventually become 
major centers for new forms of Chinese and foreign enterprise. In 
Many respects, decentralization has made life more difficult for the 
foreign traders, but it also provides greater scope for direct 
contact with end-user organizations. 


Names of end-users are maintained by the U.S. Department of 
Commerce and the National Council for U.S.-China trade. 
Increasingly, firms introduce their products through advertisements 
in either the Chinese domestic media or specialized Hong Kong 
publications mailed to Chinese enterprises known to be interested in 
specific types of foreign technology and _ products. For U.S. 
exporters, the direct approach is often the best; the effectiveness 
of agents claiming a special relationship with Chinese pruchasing 
organizations is questionable. 


Attending the Guangzhou export commodities trade fair (held 
April 15 to May 15 and October 15 to November 15 every year) as well 
as mini-fairs covering specific products, may be a useful way for 
new importers to gain a feel for the products China offers abroad. 
Once established in the market, foreign firms now often find it 
easier and more valuable to deal directly with the’ central 
government ministries and foreign trade corporations in Beijing, the 
provincial level branches and other sellers. 


Businesspersons interested in China should obtain the Department 
of Commerce Publication, Doing Business in China. 


The U.S. National Economic and Trade Exhibition, the largest 
exhibition ever sponsored by the Department of Commerce, will be 
hela at the Beijing Exhibition Center from November 17-28, 1980. 
More than 225 U.S. companies will be exhibiting in five product 
areas: oil exploration and extraction equipment; power generation 
equipment; transportation equipment; agricultural machinery; and 
textile machinery and machinery to produce consumer goods. Over 
200,000 technicians and government officials are expected to tour 
the 23,000 square meters of Exhibition space. 


% U. S, GOVERNMENT PRINTING OFFICE : 1980--341-007/332 








LOOKING FOR A GOOD 


market 
research 


tool 


INDEX TO FOREIGN MARKET REPORTS 
can be such a tool. Published by the U.S. 
Department of Commerce, it lists a wide 
variety of documents containing a wealth of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, community, commercial, or 
economic conditions in more than 100 coun- 
tries. 

Included is all in-depth market research 
performed by Commerce's Export Develop- 
ment offices in support of the Department's 
trade promotion programs. 

About 50 reports, sent to Washington by 
U.S. Embassies and Consulates abroad, 
are received and indexed each month. 


Annual subscription for 12 issues of the 
FMR Index is $10. Subscribers to the Index 
will be charged between $2 and $10 for 
documents depending on their length. 


For additional information 
or to subscribe, write 


National Technical Information Service 
U.S. Department of Commerce 

5285 Port Royal Road, 

Springfield, Virginia 22161 

Telephone: (703) 487-4630 


or your nearest 
U.S. Department of 
Commerce District Office 


or 
international Trade Administration 
Export Communications—Room 4009 
Attn: FMR Index 

U.S. Department of Commerce 
Washington, D.C. 20230 

Telephone: (202) 377-2373 





TRAVEL with Overseas Business Reports 
(OBRs)—60 a year—to get detailed information on 
overseas trade and investment conditions and 
opportunities. 


SEE the OBR Marketing In series for information 
about a selected foreign country’s 


trade patterns 

industry trends 

distribution channels 

transportation facilities 

trade regulations 

prospects for selected U.S. products 


SEE the OBR Market Profile series for an economic 
digest of countries in a particular marketing region. 
Take a look at the country’s 
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SEE the OBR World Trade Outlook series for a twice- 
a-year analysis of U.S. export prospects to al/ major 


trading countries. 
VIEW other special reports such as: 
4K we Appraisal of China’s Foreign Trade Policy 


Basic Data on the Economy of the Soviet Union 


t 
e 
e A Business Guide to European Common Market 
e A Guide to End Users and Research Organizations 
REPORTS oe 
e Quarterly statistics reports on U.S. foreign trade 


START your tour now for only $40 a year by mailing 
the coupon below. 


(Single copies are available for $1.25 each from the Publication Sales Branch, Room 1617, 
U.S. Department of Commerce, Washington, D.C. 20230.) 


(please detach here) 


0 Remittance Enclosed 
SUBSCRIPTION ORDER FORM (Make checks payable 
ENTER MY SUBSCRIPTION TO OVERSEAS No additional postage is required for to Superintendent of 
BUSINESS REPORTS at $40 a year. mailing within the United States or Documents) 
Add $10 for foreign mailing. its possessions. 


Send Subscription to: CO Charge to my Deposit 
Account No. 
NAME—FIRST, LAST 


COMPANY NAME OR ADDITIONAL ADDRESS LINE 


MAIL ORDER FORM TO: 
STREET ADDRESS Superintendent of Documents 


Government Printing Office 


Washington, D.C. 20402 
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